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PRICE MOVEMENTS AND INDIVIDUAL WELFARE. 



EVERY individual is a buyer and a seller of commodities 
and services. As seller he is producer and interested 
in obtaining high prices. As buyer he is consumer and inter- 
ested in low prices. He may be buyer of one set of com- 
modities or services and seller of another. Hence he may 
profit doubly, if what he buys is cheap and what he sells is 
dear ; or he may be doubly hit, if what he buys is dear and 
what he sells is cheap ; or his position may remain unchanged, 
if a gain in one direction is offset by a corresponding loss in 
the other. In the complicated business world, with prices of 
particular articles constantly fluctuating, every sort of combi- 
nation is possible, and every individual is engaged in a con- 
stant struggle to escape the evil effects of selling cheap and 
of buying dear. 

In an intelligent community this struggle takes on a form 
which makes for economic progress. The producer, when 
confronted with a low price for that which he has to sell, 
endeavors to produce more cheaply. He economizes in the 
use of raw materials ; he stops waste and utilizes by-products ; 
he improves processes and introduces new methods ; he seeks 
wider markets and an enlarged circle of customers ; he chooses 
that combination of the factors of production which reduces 
the cost per unit of product to a minimum ; he devises, plans, 
invents and experiments, until perhaps the whole process of 
production has undergone a radical change and the commodity 
is scarcely recognizable under its new form. 1 

The consumer seeks to escape the effect of high prices by 

1 For example, the old hand-made plough and the modern plough. Numerous 
examples are given in the recent report of the Department of Labor on Hand 
and Machine Labor (1898). 

H 
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the law of substitution. If a commodity rises in price, he not 
only economizes in its use but also tries to find some other 
commodity which will satisfy the want, even if in an imperfect 
manner. When meat is dear and fish is cheap, he eats more fish 
and less meat. If cigars advance in price, he smokes a pipe. 
Indulgences which are simple luxuries he may forego altogether. 
Through persistent action of this sort, the whole psychology of 
demand may undergo a change, and a commodity once com- 
monly in use may cease to be demanded. In this way the 
consumer ably seconds the efforts of the producer, who is 
seeking to extend his market by low prices and to recoup him- 
self by the economies of manufacturing on a large scale. The 
consumer, by turning his demand to the cheaper commodities, 
restrains the lowering in price of these ; or, at least, by increas- 
ing the consumption of them, enables the producer, by a reduc- 
tion of the expenses per unit for the larger supply, to maintain 
his net income undiminished. As to the high-priced com- 
modities, on the other hand, the consumer, by withdrawing his 
demand, compels the producer to seek economies in production, 
in order to maintain his market by means of a lower price. 

The general flexibility of the modern economic organization, 
with its mobility of labor and capital, free competition, power 
of choice, inventive genius and intellectual resources of entre- 
preneurs and merchants, takes care of the normal and tem- 
porary fluctuations in prices. There are undoubtedly at times 
unusual gains, in the form of ^m'-rents, 1 and also periods of 
no profit or even of loss on the part of producers. There are 
periods of restricted, and again of unexpectedly great, purchas- 
ing power on the part of consumers. But the general influ- 
ence of the free working of economic forces is to mitigate the 
extremes and to preserve a general level of prices. This 
process is assisted by the fact that the price of the same com- 
modity varies from time to time, and that the prices of different 
articles often move at the same time in different directions. 
Price fluctuations due to transient or local conditions, such as good 
or bad harvests, changes in taste, unusual demand or exceptional 

1 Marshall, Economics, bk. v, ch. ix (4th ed.). 
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supply, present this irregular appearance. As has been so 
often said, the price level is like the level of a large lake, 
which remains about the same, although the surface is con- 
stantly ruffled. 

Suppose, however, that a change in price level is universal 
and persistent in one direction. What will be the effect ? 
The attempts of individuals to adjust themselves to changing 
conditions will undoubtedly continue, and in the long run the 
relations of producers and consumers will become reestablished 
on the basis of a new price level. But the strain on the 
flexibility of the industrial organization during such a transition 
will be very great. Arrangements based on the expectation 
that the price movement is only temporary and that there will 
be a return to the former normal position, will constantly come 
to naught. Suffering endured in holding on for the turn in 
the movement will never be compensated. Losses in one 
direction will not be offset by gains in another. In fact, 
we may well ask whether the unusual character of the move- 
ment will not so confound ordinary business sagacity and 
so vitiate all calculations for the future as to result in unlimited 
dislocation and loss ? Will not the individual be subjected to 
such powerful, and at the same time uncalculable, influences 
that his economic welfare will escape entirely from his control, 
and prudence, forethought and energy become of no avail in 
the struggle ? 

The persistent and general fall in prices during the last 
twenty-five years, as shown by index numbers, 1 has given rise 
to much speculation as to the effect of such a movement. By 
some it has been pronounced disastrous to all classes — con- 
sumer and producer, landowner, capitalist, entrepreneur and 
laborer. Others have argued that the consumer has gained, 
while the producer has lost ; or that the laborer has benefited, 
while landowner, capitalist and entrepreneur have suffered. 
Again, it has been maintained that consumer's gain is not 
necessarily producer's loss, and that low prices simply mean 

1 See " Movements of Prices," in the Political Science Quarterly, 
XIII, 477 (September, 1898). 
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greater efficiency of labor, capital and business organization. 
And finally, it has been contended that, while temporary 
gains have been intercepted by middlemen and creditors, 
natural economic law speedily eliminates such exceptional 
gains, and relations remain very much as they were before. 

Most of these views have been set forth in the heat of 
the great controversy over bimetallism as a remedial measure. 
Now that there is an apparent lull in that contest, it is well 
to examine impartially the various ideas, to determine their 
relative value, and especially to see if predictions of evil have 
been fulfilled. Such an examination may throw some light on 
the problem, how far economic theory works itself out in 
economic practice, and at the same time may give us a more 
solid basis upon which to reason, in case such price movements 
occur in the future. 

There seem to be two methods by which we can approach 
the problem. The first is to examine critically the various 
statements in regard to the probable effect (theoretically) of 
a fall in the general price level on consumers and on different 
classes of producers. These statements we must weigh with 
such apparatus of theory as we have at command, and we must 
test them by such methods as commend themselves in the light 
of experience. Facts of observation must be used freely to 
verify or discredit them. After this process has been com- 
pleted, certain glib formulas, which have played a large part 
in past discussions, may require modification or withdrawal. 

The second method is to seek (by the use of statistics) con- 
crete cases of injury or benefit affecting the whole community 
or certain classes during the period of falling prices. Thus we 
may attempt to sum up, as it were, the economic experience of 
a period distinctly characterized by falling prices. In this we 
do not, it is true, establish the causal connection between the 
general experience and the change of price level ; but we may 
possibly lay the foundation for future generalizations of con- 
siderable importance. 
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II. 

Let us proceed to the first analysis and consider the effect 
of falling prices on the consumer. 

We have seen in a previous article, already referred to, that, 
taking 1867-77 as a basis, the wholesale prices of forty-five 
articles in England have fallen 36 per cent — that is, the index 
number for 1898 was 64. Or, if we wish to avoid reliance 
upon a single year, the decade 1888-97 would be represented 
by 67, a fall of 33 per cent. It would seem that there was 
here a clear gain to the consumer ; for a sum of commodities 
which during the first period cost $100, during the second 
cost only $67. As all men are consumers, and as the forty- 
five commodities represent the great foods and raw materials 
which are at the basis of all forms of consumption, it would 
seem as if the cost of living had greatly diminished. The 
question for each individual and for each class would then 
be, whether money income had remained the same or had 
fallen in less proportion. In either case there would be a gain. 
Especially in respect to the laboring class, if wages have 
remained the same or nearly the same, this great fall in prices 
must have been a benefit. 

Two objections have been made to the assertion that con- 
sumers have benefited by the fall in prices since 1867-77, at 
least to the degree shown by the index number. The first is 
that index numbers are based on wholesale prices of food- 
stuffs and raw materials, while the consumer is interested in 
retail prices of bread and meat and manufactured goods, and 
the connection between wholesale and retail prices is not 
certain. A fall in the former does not necessarily mean a 
corresponding fall in the latter. 

The exact relation between wholesale and retail prices has 
never been established. It varies according to the char- 
acter of the commodity and the organization of retail trade. 
Custom and habit have a great deal to do with retail prices. 
According to Robert Newman, 1 there is a real connection 

1 Economic Journal, VII, 346 (1897). 
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between the price of bread and that of wheat, the bakers being 
accustomed to watch the price of wheat in fixing that of bread. 
In the case of perishable articles, retail prices follow wholesale 
prices closely, because both classes of dealers desire to get rid 
of the whole existing supply. The retail price of bacon, butter 
and cheese remains remarkably steady through considerable 
fluctuations in wholesale prices. The price of butcher's meat 
depends largely upon the social position of customers. If there 
is a large demand for good joints, the poorer portions must 
be got rid of, even at low prices. In the case of manufactured 
goods, price depends very much upon advertising, or upon 
popular taste, or upon the policy of large retailers in offering 
" bargains " in one line of goods with the object of attracting 
customers to the shop. 

It is clear, from the above and similar observations, that retail 
prices are subject to many influences from which wholesale prices 
are more or less exempt. But it would seem that a long-continued 
fall in the wholesale prices of food-stuffs and raw materials must 
sooner or later affect retail prices in the same direction. 

The direct and simple method of solving the problem of the 
relation of retail to wholesale prices would seem to be to collect 
statistics of retail prices and compare them with similar statis- 
tics of wholesale prices. Unfortunately, very few investigations 
have been made of the statistics of retail prices. The variations 
are so great from place to place, and the commodities differ 
so much in quality, that it is very difficult to get a continuous 
series of prices for a number of years. Messrs. Giffen and 
Sauerbeck (very distinguished authorities) have expressed the 
opinion that an index number of retail prices is impracticable. 1 
Professor Falkner has worked out an index number of retail 
prices, but it covers a period of only twenty-eight months. He 
has even taken the pains to compare the index numbers for 
wholesale and retail prices of the same articles. Commenting 
on this table, he says : 

An examination of this table will reveal the fact that the range of 
variation in the wholesale prices is much larger than it is in the retail 

1 Report of Royal Commission on Gold and Silver (1886), Questions 818, 917. 
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prices. If any individual article be followed and a comparison made 
between it and the retail figures, this will be very manifest. The 
tendency to stability in retail prices is not manifested to the same 
extent in wholesale prices, or, conversely, the retail prices do not 
respond quickly to the fluctuations of wholesale prices. This is 
perhaps best noticed in following the retail and wholesale prices of 
an article like creamery butter, which in the wholesale price varies 
from a minimum of 87.89 to a maximum of 158.51, whereas in the 
retail prices the range of variation is from 99.27 to 124.67. The 
same thing is to be observed in codfish, with a range of variation in 
wholesale trade from 98.58 to 120.62, with a corresponding variation 
in retail trade of only from 99.95 to 102.86. The fact is one of 
common observation, and it is perhaps unnecessary to cite further 
illustration. It is brought out in the most conclusive manner by this 
investigation. 1 

But, while the range of fluctuation is greater in retail than 
in wholesale prices, the tendency of the two is generally in 
the same direction. When wholesale prices rise, retail prices 
follow at a distance ; and when wholesale prices fall, the retail 
price falls in less degree. This is illustrated for various groups 
of commodities by the following table, which gives the index 
number for wholesale and retail prices for September, 1891, 
taking the first three months of the period as ioo. 2 

Index for September, 1891. 

Group of Commodities. Wholesale. Retail. 

Food 102.16 ioo-53 

Cloths and clothing 99-o8 99-65 

Fuel and lighting 98.06 98.69 

Metals and implements 94.89 97-49 

Lumber and building material . . 97.57 98.28 

Drugs and chemicals 9 2 -54 95-96 

House-furnishing goods .... 101.27 98.82 

Miscellaneous 106.53 100.52 

Total 99-67 99-36 

We have one other investigation of retail prices which is 
deserving of notice. The report of the Massachusetts Bureau 
of Labor Statistics for 1897 gives retail prices of groceries, 

1 Senate Report on Retail Prices and Wages, I, lxxii (1892). 2 Ibid., p. 90. 
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provisions, dry goods and boots, and also tenement-house rents, 
for 1872, 1 88 1 and 1897. There is a decline in all articles 
except three — Rio coffee, beefsteak and mutton chops. Weight- 
ing the articles according to consumption as shown in work- 
men's budgets, the result indicates for 1897 as compared with 
1872 a decrease in the price of groceries of 30 per cent and in 
provisions of 18.52 per cent. The method is not entirely 
satisfactory, but it indicates that retail prices have followed 
wholesale prices to a very considerable degree. 

The opinion of experts before the Royal Gold and Silver Com- 
mission in 1886 was that retail prices had fallen less than whole- 
sale. For instance, Mr. Sauerbeck thought (Question 911) that 
his conclusions in regard to the fall of prices applied to retail as 
well as to wholesale prices, although perhaps in a less degree, 

because there are a good many articles which principally enter 
into retail trade, like meat and butter, that have not fallen so much 
as the general average ; but where there is a great decline, as in the 
case of corn and sugar, I think the consumer gets the full advantage. 

And Mr. Giffen explained to the commission that retail prices 
need not follow closely the price of the raw material, because 
raw material is only one element in the cost of a manufactured 
article (Question 819). 

The explanation of this sluggishness in the movement of 
retail prices is, in the first place, the friction of retail trade, 
which, as we have already noticed, keeps prices more stable. 
This necessitates an interval of time before retail follow whole- 
sale prices, but may also have the effect of making the low 
prices stable when once they are reached, to the permanent 
advantage of the consumer. A second explanation is, that the 
difference between retail and wholesale prices, when the latter 
have fallen, remains in the hands of the middlemen — that is, 
the retailers. Competition, especially the growth of department 
stores, may be depended upon to eliminate this abnormal profit. 
A third explanation is, that the wages of labor, which in many 
cases are a more important element of cost than even raw 
material, do not tall pari passu with the fall of wholesale prices. 
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This seems probable, as we shall see further on. But so far 
as retail prices are hindered from falling by this fact, it is evi- 
dent that the laboring class, at any rate, has no reason to com- 
plain. 1 The result of the whole inquiry seems to show that 
when wholesale prices fall, retail prices follow ; that the influ- 
ences which at times retard this correspondence are either tem- 
porary in character or peculiarly beneficial to wage-earners; 
and that, in general, a fall in wholesale prices is of advantage 
to the consumer. 

A second objection is sometimes raised to the conclusion 
that a decline in index numbers indicates an increased purchas- 
ing power of incomes or an increased command over utilities 
on the part of consumers. Conceding that such decline indi- 
cates increased purchasing power in general, the advantage of 
this to an individual, it is argued, depends upon his habits and 
tastes. As Mr. Pierson remarks : 

One person consumes much bread and little meat, another much 
meat and little bread; one person smokes tobacco, another drinks 
wine ; a third neither smokes nor drinks, but makes a collection of 
books and etchings. In order to judge of the influence on the 
material condition of men exercised by variation of prices, it would 
be necessary to divide people into numerous groups, because the 
relative importance of the commodity differs according to individual 
wants. And these wants vary from one period to another; some 
commodities also are substituted for others because they are better 
or cheaper. . . . No variation in the ratio of exchange between 
money and commodities has the same effect on the condition of the 
different members of the community. 5 

All this is undoubtedly true, and its truth should make us 
cautious about using index numbers, especially df wholesale 

i " We have no statistics of retail prices, but there can be little doubt that, 
though they have fallen considerably, the fall has not been so great as in the case 
of wholesale prices. This again points to the fact that wages have not fallen to 
anything like the same extent as the wholesale prices of commodities, for the 
wages of labor are an important, if not the most important, element in determining 
the difference between wholesale and retail prices." — Gold and Silver Commis- 
sion, Final Report, p. 65. This part of the report, however, is signed only by the 
six monometallist members. 

a British Economic Journal, V, 231 (1895). 
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prices, as exactly measuring the effect upon individuals of a 
fall or rise in prices. The fact that the index number stands 
at 67 does not prove that every individual is really 33 per cent 
better off than he was in 1867-77. O ur safeguard lies in the 
fact that the number is based on the prices of commodities 
which enter necessarily into the consumption of all members of 
the community, such as food and the raw material for clothing 
and buildings. The demand for these things is the necessary 
demand, the pressing demand which must be satisfied. We 
know from workmen's budgets that the majority of the com- 
munity spend more than half of their incomes for food alone, 
and from 85 to 95 per cent for food, clothing and shelter. 
When the raw material of the commodities which satisfy these 
wants becomes cheap, the fall in price must ease the strain 
on the workmen's incomes very considerably. 

A somewhat elaborate attempt has been made 1 to render 
index numbers more closely indicative of the beneficial effect 
of a fall in prices, by weighting the different articles according 
to their importance in the expenditures of workingmen. The 
attempt is beset with difficulties, because of the lack of corre- 
spondence between the items in the number and those in the 
budget. Such a weighted number differs but little from the 
ordinary index number, showing that while a general index 
number cannot fit every individual, it interprets roughly the 
general effect of price changes on the mass of the community. 2 
We may, therefore, assume that a fall in prices benefits the 
consumer, as consumer. 

1 Senate Report on Wholesale Prices, 1891, Part I, pp. 60-95. 

2 The following comparisons are instructive, as showing the importance of the 
declines. Taking 1872 as the period of high prices, on the basis of i860 = 100, 
we have the following index numbers (Ibid., pp. 93, 94) : 





All articles 
simply av- 
eraged. 


All articles averaged 
according to impor- 
tance, comprising 
68.6 per cent of 
the expenditure. 


Meat measured 
by consumption. 


Other food meas- 
ured by con- 
sumption. 


Clothing meas- 
ured by con- 
sumption. 


1872 
1891 


1388 
92.2 


132.4 
94.4 


I38-S 
10 1.0 


134-9 
104.9 


1 21.4 
75-9 
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III. 

We turn now to the other side of the question. While men 
benefit as consumers, — but even then, perhaps, in unequal 
degrees, — how will they be affected as producers ? Will they 
benefit or suffer ? If the latter, will their loss equal or exceed 
their gain as consumers ? In other words, what is the effect 
of a persistent fall in prices upon the producing power of the 
community and upon the different producers ? 

In the great controversy that has been waged during the 
last twenty-five years, the advocates of bimetallism have laid 
great stress upon the evil effect of a persistent fall in prices. 
Their first charge is, that it cripples industry and discourages 
enterprise. The late General Walker was particularly insistent 
upon this view. In his last work, published a few months 
before his death, he said: 

But the chief of the evil effects produced by a diminished money 
supply is, in my opinion, to be seen in the impairment of enterprise 
on the part of the producer and the exchanger of wealth, due to 
falling prices. It must be remembered that, under the modern 
system of commerce and industry, the sole motive for the production 
of wealth is found in the anticipated profits of business. A manu- 
facturer buys two hundred thousand dollars' worth of material and 
pays three hundred thousand dollars in wages, because he hopes 
with good fortune to realize perhaps ten or fifteen or twenty thou- 
sand dollars in profit. Unless he sees his way fairly open to realize 
something, after all his outlay and risk, his interest in production 
ceases, except in so far as he may, for a time, carry on business for 
the sake of holding his laboring force or his circle of customers 
together. In such a case, even a slight movement in the direction 
of prices falling between the time when materials are purchased and 
manufacture undertaken and the time when goods are to be marketed 
and paid for, may, if persisted in, become a very serious matter. 1 

General Walker goes on to show how such a condition of 
things presses with peculiar severity on the weaker entrepre- 
neurs, " the lower third," who are " at a disadvantage in buy- 
ing, in making and in selling." 

1 International Bimetallism, p. 273. 
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To men in such a situation, steadily falling prices are embarrass- 
ing, harassing and oppressive ; a weight around their necks which 
tends continually to wear them out and threatens sooner or later to 
send them to the bottom. Their margin is so small at the best, that 
a slight hostile force may produce the most seriously injurious results 
to them ; while the embarrassments and failures of this lower third 
of the producing class constitute a continual menace to the abler men 
of business in their respective branches of manufacture, demoralizing 
the market for goods, and unsettling the market for loans with 
continual alarms. 

He afterwards says : 

But there is a still further potency for mischief to be found in 
declining prices. All that has been said would be true, were there 
not in modern business a strongly marked tendency to occasional 
commercial crises and to " hard times " in productive industry. It 
seems inseparable from the existing organization of affairs that 
periods of highly stimulated production should alternate with periods 
of depression and restricted production. Under this universal and 
seemingly necessary condition of commerce and industry, a general 
downward tendency of prices makes disturbances more frequent, 
increases their severity and protracts their duration. With a moder- 
ate, progressive increase of the money supply, and a general upward 
tendency of prices, men of business will be readier to assume the 
initiative ; will be more courageous and hopeful ; will display greater 
courage and energy. 

Numerous quotations of a similar nature might be taken from 
other writers, 1 but those already given represent the general 

1 See summary of the general argument in Final Report of the Commission on 
Gold and Silver, p. 33 : " That an appreciation of the standard creates uncertainty 
as to the profit to be made from commercial transactions, checks enterprise, and 
therefore impairs the productive capacity of the world." See testimony of Mr. 
H. H. Gibbs (Questions 3092-5); Professor Nicholson (Questions 4028-50); the 
opinion of Sir Louis Malet, Final Report, p. 125. "Absolute stability in the 
standard of value being unattainable, it is, in my opinion, better in the interests 
of those [the industrial and working] classes that the tendency should be towards 
depreciation rather than appreciation." See also S. Dana Horton, Final Report, 
Appendix, p. 81 : "If a general fall of prices or rise in the value of money is an 
evil at all, it is an evil because it is a derangement of the terms of existing invest- 
ments and obligations, and a derangement peculiarly unfortunate; being more 
injurious in proportion than its complement, a fall in the value of money, because 
it disturbs the adjustment of the machinery of business and so checks the normal 
growth of enterprise." 
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opinion and carry authority as the latest utterance of a scientific 
bimetallist who had been through the whole controversy and 
was familiar with all the points of view. 

It is not to be denied that movements of the price level 
dislocate industrial relations and bring embarrassment and 
uncertainty into industrial enterprise. The cry that went up 
from the business world during the period from 1873 to 1887 
was a real cry of distress, and the bimetallists honestly strove 
to analyze it and provide a remedy. But now that the discus- 
sion has cooled off and a new era of enterprise seems to be 
setting in, certain generalizations which they made at the time 
seem to have been a little hasty and to need correction. One is, 
that in a period of falling prices all enterprise suffers, and that 
the elimination of the weaker producers is a misfortune for 
society. It has been pointed out repeatedly that the pressure 
brought upon the entrepreneur by falling prices is in some 
degree wholesome. It compels him to improve his methods of 
production, to invent appliances and machinery, to economize 
in raw material, to avoid waste, to utilize by-products. In 
this process he is helped by the increased cheapness of raw 
materials or half-manufactured products, by decreased cost of 
transportation and by the lowering of the rate of interest on 
borrowed capital. To practice these economies and to meet 
the new conditions is doubtless not an agreeable process ; but 
why is not this the very function which the entrepreneur is 
supposed to exercise ? His margin of profit may grow narrow, 
and even for a time disappear, but the entrepreneur function 
will remain and will be fulfilled. The elimination of the 
" lower third/'whose embarrassment General Walker laments, 
is also in the direction of social progress ; for, as he himself 
has shown, the " no-profits " employer is in the nature of an 
incubus on the community. On the whole, therefore, although 
a period of falling prices is not rich in apparent prosperity, 
its results are not altogether disastrous. 1 

1 " So there would be a good deal to say on the other side, that the effect of a 
regime of falling prices might be rather to make people diligent and persevering, 
and to prevent them indulging in those wasteful measures which they are some- 
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Another dogma of the bimetallists which seems to involve 
much exaggeration is, that a period of rising prices is altogether 
to be preferred to one of falling prices. This is a glorification of 
the bubble of inflation. Surely the world should not forget its 
disastrous experiences with depreciated paper money, "wild-cat" 
banking, "boom" towns, undue railway expansion and specu- 
lative " industrials " during periods of advancing prices. If we 
have to choose between the two, there are not lacking econo- 
mists who assert that the slow progress and economic struggle 
of a period of falling prices are preferable to the ease and care- 
lessness of a period of inflation. 1 This view has been well 
expressed by the late Professor Nasse : 

The unstable progress of production, moreover, caused by over- 
speculation and the consequent depression, is so great an evil for the 
whole economic and moral life of the people, and under it the labor- 
ers suffer so heavily, that I would not exchange it for the industrial 
depression and losses under which, in these latter years, the commer- 
cial and industrial people of Europe have suffered. 2 

It may be added that the period of rising prices seems to end 
almost invariably in over-speculation, over-production and a 
collapse ; after which prices remain low for a long time, because 
under the stimulus of high prices the appliances of production 
have been increased beyond the real demand of the community. 
Under the restraining influence of low prices investment is cau- 
tiously made, capital is not advanced too freely and production 
is more nearly commensurate with demand. When a start is 
made again, the new demand can be met with improved methods 
of production, and profit can be made even on a lower scale of 
prices, thus preserving the advantage to the consumer. 

Professor Marshall has made the suggestion that, although 
prices and profits may fall during a certain period, the real scale 
of production is not much affected. The community goes on 
consuming as before. The distribution of the product may be 

times apt to indulge in when everything is glowing and prosperous in appearance." 
— Sir Robert Giffen, Commission on Agriculture, Question 23^05. 

1 The question is argued at some length by Professor Marshall. Report of 
Gold and Silver Commission, Question 9816 ff. 

* Gold and Silver Commission, zd Report, Appendix, p. 261. 
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somewhat altered, but the community is still obliged to work in 
order to live. The true test of the effect of falling prices on 
the whole community would be, therefore, an objective one — 
namely, an estimate of the actual average product of industry 
from year to year. Such an estimate is not altogether easy to 
make. The results of the productive activity of a community 
— exports and imports, sales, freights carried, etc. — are gen- 
erally given in total values. But what we want is quantities, 
for the values are affected by the prices. Yet, without going 
into the figures, one can hardly doubt that the productive power 
of the United States has increased enormously during the last 
twenty-five years. 1 Trade has increased enormously, as shown 
by the statistics of exports and imports. Even in England the 
per capita exports and imports, expressed in terms of money, 
remain pretty constant, notwithstanding the fall in prices, show- 
ing that the community is producing and consuming more. 2 
Very likely progress has been slower than it would have been 
in a period of expanding prices. Possibly greater effort has 
been required to produce the increased amount. But the indus- 
trial and commercial expansion of Germany during the same 
period suggests that falling prices are not so disastrous to 
industrial prosperity as has been asserted. 

IV. 

One inquiry remains. Does a fall in prices affect different 
classes in the community in varying degrees? Does it injure 
all, or does it benefit some at the expense of others ? This has 
been a fruitful field of controversy, and appeal has been made 

1 For a summary of the statistics of the production of cereals, minerals, textiles, 
etc., see Mayo-Smith, Statistics and Economics, p. 124 ff. ; for exports and imports, 
p. 281. See also the Statistical Abstracts of the United States and of Great Britain. 

2 For example : Total Exports and Imports per capita. 
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In 1896 the index number reached its lowest point — namely, 61. 
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to the selfishness of almost every class, especially where the 
question has come into politics. The bimetallist view is repre- 
sented by Nicholson : 

Agriculturists especially, and all who have made contracts for 
long periods, have suffered severely. Producers of all kinds have 
also suffered a loss of profit, because it has been impossible to re- 
adjust money wages, and labor has suffered through irregularity of 
employment. Probably the only class which has gained much has 
been that of middlemen ; for it is notorious that retail prices have not 
fallen to the same degree as wholesale prices. It is usual to say that 
those with fixed incomes have gained ; but I apprehend it would be 
nearer the truth to say they ought to have gained, for the middleman 
has most effectively broken the fall in prices so far as the consumer 
is concerned. 1 

In this statement there are two assertions which need sub- 
stantial proof : first, that employment has been irregular ; and, 
second, that the middleman has been able to absorb all the 
benefit of the fall in wholesale prices. 

Professor Marshall, on the other hand, thinks that if a fall 
in prices 

does not diminish considerably the total productiveness of industry, 
then its effect is on the whole good, because it certainly tends to 
cause a distribution of wealth better than that which we should other- 
wise have. No doubt some rich lenders of money in the form of 
debentures and other ways get their income increased at the expense 
of the public, which I regret ; but the greater part of the re-distribu- 
tion is in the direction of giving higher real wages and real salaries 
to the employees, and that I think is a gain. 2 

By a careful comparison of these and numerous other state- 
ments, aided by statistical evidence in regard to the course of 
profits, rents, interest and wages during the last twenty-five 
years, we may reach a conclusion as to the probable effect of a 
continued fall in prices upon entrepreneurs, landlords, capital- 
ists and laborers. 

It is generally agreed that the first effect of falling prices is 
felt by the entrepreneurs, or capitalist employers. As shown 

1 Money and Monetary Problems (2d ed.), p. 194. 

2 Gold and Silver Commission, Question 9816. 
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by the quotation from General Walker, the entrepreneur is 
obliged to risk the money that he spends in advance for wages, 
raw material and machinery, calculating upon a certain price 
to recoup him for his outlay and yield him a profit. If prices 
go down, he must content himself with little or no profit, or 
even trench on his capital. A series of such experiences may 
either ruin him, or compel him to sell out at a loss to other 
men, who are able to make a profit on the reduced valuation 
of the plant. The long list of bankruptcies since 1873 and 
the numerous re-organizations of railroads in the United States 
during the last few years illustrate the two effects. It is to 
be said, however, that to some extent both phenomena are 
simply the aftermath of a previous period of speculation and 
excessive expansion. 

The entrepreneur seeks to escape the oppressive effects of 
falling prices by reducing the expenses of production. In this 
process he is aided by the low prices of raw material — as 
seen in the increased economy of railroad building and main- 
tenance, owing to the low price of steel. He seeks new 
economies and improved technique of production. He uses 
less capital and thus reduces the rate of interest, making the 
financing of the business somewhat easier. Finally, he tries 
to economize in his labor bill, by reducing the number of his 
employees and the rates of wages. The general impression 
seems to be that the entrepreneur has succeeded in all of these 
expedients, with the exception of the last. The past few years 
have seen great improvements, especially in the organization of 
business and in the technique of production. The lowering of 
freights in the United States is an example of this. Increased 
output at decreased price in almost all staples, such as sugar 
and petroleum, shows the same thing. On the other hand, it is 
generally said that the entrepreneur has not been able to reduce 
wages to any extent, but that item we shall examine when we 
consider the effect on the laborer. The conclusion seems to 
be that the entrepreneurs, as a class, have had a hard strug- 
gle. In this period of transition many have been crippled 
and ruined, and new men have taken the place of the old. 
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Individuals have suffered, but it does not appear that the entre- 
preneur function has been abandoned, or that business is pushed 
with any less skill, energy and determination than before. 

The agriculturist seems to be in much the same position as 
the entrepreneur. If he is a landlord, he has suffered a reduc- 
tion of rent, at least in old countries — witness the falling 
rents in England. If he is a tenant-farmer, he has been partly 
relieved by the reduction of rent, but has had a difficult struggle 
to get the usual profit out of his capital, owing to the low prices 
of what he sells. If he is a landowner and a cultivator, he has 
had the same struggle as the entrepreneur. What he buys has 
been cheaper, but he has had difficulty in reducing his labor 
bill and has often been embarrassed by mortgage indebtedness. 
In short, it has been a hard struggle, partly relieved by improve- 
ments in production. 

It is a little difficult to say what has happened to the capital- 
ist, so called — that is, the man who loans money on security at 
a fixed rate of interest. He is often pictured as an idle annui- 
tant, holding a long-time bond of perfect security, drawing a 
fixed income and finally having his principal repaid in money of 
increased purchasing power. While the poor debtor struggles 
against adverse fortune, the creditor is supposed to sit by and, 
when the struggle ends, enter into his own and the other's. In a 
few cases this is true. But in many cases the security becomes 
impaired and the capitalist suffers part of the loss ; in other 
cases the interest is scaled or defaulted ; in still others he is 
obliged to become a silent or active partner of the entrepreneur. 
So, too, his loans are constantly falling due, and he is obliged 
to seek new investments, with less security or at reduced rates 
of interest. In short, the capitalist or creditor cannot escape 
his share of the general struggle. It requires almost as much 
skill and acumen to maintain a fortune as to make one. The 
trustee or investor has not had an easy time during the last 
twenty-five years. If he has tried to maintain his income, he 
has met many losses of principal ; if he has tried to maintain 
equal security, he has been obliged to accept a lower income. 
The millions of defaulted railroad bonds and the high price of 



32 POLITICAL SCIENCE QUARTERLY. [Vol. XV. 

first-class bonds, that bear but three, three and a half or four 
per cent interest, are evidences of this fact. 

The most important question remains : What has been the ef- 
fect of falling prices on the laborer ? Has he been able to escape 
the general struggle and to maintain or improve his position ? 

It would be idle to assert that during times of commercial 
disaster and crisis the laborer does not suffer. Factories 
closed or working on half time, strikes against reductions of 
wages, increase in works of charity and poor-relief, diminished 
birth and marriage rates — these are signs of "hard times" 
among the workers. The entrepreneur will doubtless seek to 
reduce the cost of labor, and he can do this in many ways : by 
discharging part of his forces or substituting women and children 
for men ; by introducing labor-saving machines ; by increasing 
the length of the working day or the intensity of labor ; or, finally, 
by reducing wages. What power of resistance has the laborer 
against such measures ? Factory laws and public opinion may 
guard against the exploiting of child-labor and against excessive 
hours of work ; collective bargaining may secure fair wages 
when the employer is making money ; but nothing can compel 
the employer to go on producing at a loss. It would seem as 
if the laborer would be the first victim of falling prices. 

Strangely enough, however, there is evidence going to show 
that the laborer maintains his position with considerable tena- 
city. As we have already seen, the producers complain that 
they have been caught by falling prices on one side and ina- 
bility to reduce the wages of labor on the other. The sta- 
tistical evidence is abundant, if not altogether complete, that 
money wages have maintained their level, if they have not 
actually increased, during the period under review. Elsewhere 1 
I have tried to sum up this statistical evidence, which need 
not be repeated here. Mr. Bowley has shown for England that 
from i860 to 1 89 1 money wages increased forty per cent 
and that, considering the increased purchasing power of 
money, real wages increased ninety-two per cent. 2 Professor 

1 Statistics and Economics, pp. 312-321. 

a Journal of the Royal Statistical Society, LVIII, 223 (June, 1895). 
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Falkner has worked out an index number of wages, taking 
both the simple average of the returns and an average based 
on the number of persons in the different occupations. The 
significant figures are as follows a : 



Year. 


Simple Average 

of Wages. 


Weighted Average 
of Wages. 


Purchasing Power 
of Wages. 


i860 


IOO 


IOO 


IOO 


1872 
1891 


152.2 
160.7 


153-2 
168.6 


I36-7 
175-4 



This would seem to show that the high wages of 1872-73 
had more than maintained themselves down to 1891. The 
Massachusetts investigation of wages for the years 1872, 1881 
and 1897 was not very complete for the first period, but 
in most industries it showed a decided advance. 2 The United 
States census returns showed an enormous increase in the aver- 
age wage in 1890, as compared with 1880, but the method was 
so crude that the result must be accepted with great caution. 

The Royal Commission on Gold and Silver did not investi- 
gate specifically the question of wages. In its final report, 
the monometallist members seem to indorse the conclusion of 
the Commission on the Depression of Trade (1886), which, 

in referring to the last twenty years, states that, while during that 
period wages have risen, profits have fallen, and that there is no 
feature in the situation which the commissioners have been called 
to examine so satisfactory as the immense improvement which has 
taken place in the condition of the working classes during the last 
twenty years. 3 

The bimetallist members were able to introduce evidence from 
only a single individual, Mr. Fielden, who tried to show that 
the number of trade-unionists out of employment was greater 
during the period 1882-86 than in the period 1 871 -75- 4 But 
most of the bimetallists do not deny that money wages, at 
least, have maintained themselves since 1873. Thus, Professor 
Foxwell, in his evidence before the Royal Commission on 

1 Senate Report on Wholesale Prices, I, 13, 93, 176. 

2 Massachusetts Bureau of Statistics of Labor, Report for 1897, p. 35. 

3 Final Report, p. 65. 4 Ibid., p. 100. 
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Agriculture, as late as 1894, thought that wages had slightly- 
risen during the twenty years previous and that the general 
condition of the laboring class had undoubtedly improved. 1 

The bimetallists have, in fact, chosen other ground for the 
purpose of showing that the period of falling prices has not 
been a good thing for the laboring class. They say in the 
first place that, although the rate of wages has maintained 
itself, both irregularity of employment and unemployment 
have greatly increased. But there seems to be no statistical 
evidence that the average amount of unemployment has in- 
creased. Save during times of special distress due to commer- 
cial crises, as in the United States during 1 893-94, the returns 
of trade-unions and such other statistics as we have show about 
the average number of unemployed. 2 

The other contention of the bimetallists is that, although 
labor has succeeded in maintaining or even improving its con- 
dition since 1873, nevertheless it has not gained as much as it 
would have gained if prices had not fallen. This view was 
expressed with great emphasis by President Walker : 

The question is not whether wages are as high as they were in 
1873. It is whether wages are as high as they would have been but 
for the act of demonetization and its consequences. The wages of 
workingmen might be found to be considerably larger than they were 
at the beginning of the period ; and yet it might be clear as light 
that the laboring classes have been subjected to great injury and 
loss. The working classes are entitled, not to the wages they received 
in 1873, but to the whole of the wages which, under the conditions 
of nature, of industry and of society, might fairly come to them from 
the employing class, through the normal operation of self-interest in 
production and in trade. 8 

And again he says : 

They [the working classes] have through all this period obtained 
as large a share of the produce of industry as they had in 1873. 
They have obtained an even larger share, through the force of that 

1 Minutes of Evidence, Question 26,722. 

2 For statistics of unemployment see Mayo-Smith, Statistics and Economics, 
pp. 91-102. 3 International Bimetallism, p. 281. 
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position of vantage which I have indicated as belonging to them. 
Production has increased, and increased greatly since 1873, by reason 
of improvements in the arts and the discovery of new resources 
in nature ; and here, again, the working classes have gained. But 
production has not increased as much as it ought to have done ; the 
cause of this has been the dislocation of international exchanges and 
undue impairment and precariousness of business profits ; and hence 
the working classes have suffered, and have suffered greatly, from 
demonetization. 1 

Professors Foxwell and Nicholson have expressed themselves 
in much the same terms. 2 

To answer arguments in regard to what " might have been " 
is always a difficult matter. It is surely something that the 
laboring class has been able to hold its own, even with some 
suffering and hardship, during a period of transition. This 
is contrary to what economists expected. When prices began 
to fall, after 1872, it was thought that the wages of labor 
would also go along with them. Yet there has been an actual 
improvement, which Sir Robert Giffen estimates as at least 
twenty per cent. 3 Even the wages of agricultural labor, which 
was thought to have suffered most in England, have risen over 
a great part of the country. 4 

There are other lines of evidence going to show that the 
real condition of the mass of the people has improved during 
the last twenty-five years. One line is found in the statistics of 
the consumption of standard articles, such as flour, sugar, coffee 
and tea. There has been greatly increased consumption in 
most of these articles per head of the population. 6 Such increase 
could not have occurred, unless there had been improved com- 
mand over commodities on the part of the great mass of the 
people. It makes but little difference how this has been brought 
about, whether by decreased prices or by increased wages ; the 
fact itself is a very important index of social condition. 

1 International Bimetallism, p. 288. 

2 Nicholson, Money and Monetary Problems (2d ed.), p. 195 ; Evidence of 
Professor Foxwell, Commission on Agriculture, Questions 23,905 ff. 

* Commission on Agriculture, Question 18,114. 

4 Ibid., Question 26,731. 

5 See Mayo-Smith, Statistics and Economics, p. 45. 
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It may also be shown that, on the whole, pauperism has 
decreased during the period under review ; that thrift and sav- 
ings have increased ; that cooperative societies have extended 
their membership and increased their business; that trades- 
unions and labor organizations have grown in strength and 
resources ; and that the laboring class receives more from the 
community than ever before in the way of free education, 
aids to health and pleasure, and exemption from taxation. 
These facts hardly seem to support the contention that during 
this period the wage-earner has been at a disadvantage. 

In summing up, it may be said that the movement of prices 
affects individuals in different degrees. Without asserting that 
a period of falling prices is desirable, we may safely maintain 
that, on the whole, it is not so disastrous as has often been 
supposed. It imperils profit, rent and interest, but to a less 
degree wages. As Soetbeer says x : 

A continued and considerable fall in prices of commodities gener- 
ally bears hard on men of business and on invested capital, and not 
on the workmen. 

We may, perhaps, agree with Professor Marshall that a period 
of declining prices has the tendency to bring about a better 
distribution of wealth ; even if we do not go so far as Professor 
Pierson (a bimetallist), who maintains that " economic progress 
consists in a continuous fall of prices, while money incomes 
remain the same or do not decline proportionately." 2 

Richmond Mayo-Smith. 

1 Gold and Silver Commission, Final Report, Appendix, p. 218. 

2 Ibid., p. 254. 

Note. — After this article was in type, I received Mr. F. S. Kinder's mono- 
graph on the Effects of Recent Changes in Monetary Standards on the Distribu- 
tion of Wealth (Economic Studies, vol. iv, No. 6, Amer. Econ. Assoc, December, 
1899). It restates the bimetallist position with much ingenuity and considerable 
force. I shall give my reasons for dissenting from the author's conclusions in 
reviewing the monograph in the next number of the Quarterly. r m <5 



